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The primary aims of this paper are: (1) to determine the 
extent to which the Military Health Services System's CHAMPUS 
program is an appropriate model for a proposed national health 
insurance program; and, (2) to point out the implications for 
a proposed national health insurance program to be derived 
from an examination of the operations of the Military Health 
Services System (MHSS). 
The first of these tasks was accomplished by comparing a 
component of the Military Health Services Systern-CHAMPUS, and 
proposed provisions of a national health insurance program. 
The categories examined in both CHAMPUS and national health 
insurance are coverage and costs. 
The second task was undertaken by assessing the efficiency 
and effectiveness of the CHAMPUS component of MHSS in terms of 
costs and in terms of delivery of services. 
CHAMPUS demonstrates that the goals of providing compre¬ 
hensive health care at reasonable costs are indeed attainable. 
As a consequence of the lessons learned from the CHAMPUS 
experience, proponents of national health insurance should 
be confident as they move to implement comprehensive health 
care coverage in this country. 
The topic of this paper is a result of the writer's 
intern experience in the Department of Defense, Office of the 
Assistant Secretary of Defense (Health Affairs), during the 
summer of 1978. 
The main sources of information were Defense Department 
publications, such as the Military Health Care Study and the 
CHAMPUS Handbook. Also, a variety of secondary information, 
books and periodicals was used. 
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I. INTRODUCTION 
If cost were any indication of quality, then America 
would be the healthiest nation in recorded history. We spend 
more money on health and medical care than any other people in 
the world. In 1977, the health care expenditures came to more 
than $160 billion.'*' 
Over the years health care costs have been steadily in¬ 
creasing. Most years, the rate of increase in health care ex¬ 
penditures has exceeded that of the gross national product 
(GNP)-the market value of all goods and services produced by 
2 
the economy. Table 1 shows the increase in health care expen¬ 
ditures in the United States from 1929-1975. This increase can 
be attributed to many causes, some common ones being-private 
health insurance, increased technology, expansion of services, 
and the initiation of Medicare and Medicaid. 
Health insurance has made medical care more available 
and stimulated greater demand for health service. Since in¬ 
surance is apt to pay for much of the patient's care, neither 
he nor the doctor is likely to be very concerned about the 
costs. The growth of private health insurance has led to a 
Hlilliam Simon, "National Health Insurance: A Bitter 
Pill We Shouldn't Swallow," Readers Digest, February 1979, 
p. 161. 
2 
John Knowles, ed., Doing Better and Feeling Worse (New 
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Rate of Increase 
1929-75 46 3201.8% 7.9% 
1929-35 6 -20.7 -3.8 
1939-40 5 35.7 6.3 
1940-50 10 211.4 12.0 
1950-55 5 44.1 7.6 
1955-60 5 49.2 8.3 
1960-65 5 50.4 8.5 
1965-70 5 77.9 12.2 
1970-75 5 71.2 11.4 
1950-60 10 115.0 8.0 
1950-65 15 223.3 8.1 
1955-65 10 224.4 8.4 
1966-70 4 64.3 13.2 
1966-75 9 181.4 12.2 
1971-74 3 34.8 10.5 
Source: John Knowled, ed., Doing Better and Feeling Worse 
(New York: W. W. Norton and Company, Inc., 1977), p. 216. 
change in the cost, quality, and types of medical services 
that are available to all people. 
The growth, power and sophistication of technology is 
rapidly overhauling the practice of medicine. But there is a 
price. New techniques are so powerful that sometimes they can 
be worse than the disease, particularly for certain cancer and 
coronary patients. 
3 
Misuse of technology by physicians is a growing prob¬ 
lem. Charges are heard that unnecessary tests and surgery 
often are performed. It should be quite obvious that spiral¬ 
ing health costs are directly related to the increased use of 
expensive techniques. The expansion of medical services is 
another increase that is directly related to health care costs 
For example, abortions, plastic surgery, and organ transplants 
are all relatively new medical services. These services pro¬ 
vide new markets for the health industry, thereby, adding to 
health costs. 
The initiation of Medicaid and Medicare has greatly 
increased health care costs in this country. Medicaid and 
Medicare accounted for an increase in the utilization of 
health services by the needy and aged, respectively. As utili 
zation increased, so did costs. As a result of this perpetual 
cost escalation, the health care community has been under in¬ 
creasing pressure to more carefully examine costs, account 
for them, analyze them more accurately and seek new methods of 
reducing health care costs. 
Since 1969, various national health insurance plans 
have been proposed to contain health care costs. Senator 
Edward Kennedy's plan, President Carter's plan and the Long- 
Ribicoff plan are the major plans now in Congress. 
One reason for Congress' reluctance in adopting a plan 
is the difficulty in deciding on the best approach to finance 
such a plan. Various proponents of national health insurance 
argued that their approach to financing the plan is best. 
4 
It is helpful to compare other medical systems in the 
world with the United States's. Great Britain's National 
Health Service provides an excellent basis for comparison. 
Started in the 1940s, the National Health Service of Great 
Britain is often referred to approvingly by critics of this 
3 
country's medical system. It makes available to the entire 
population, the service of specialists as well as general prac¬ 
titioners . 
The problem with comparing the proposed national health 
insurance legislation with the British system is that a dis¬ 
tinction between national health insurance and a national 
health service has to be made. National health insurance is a 
government subsidized system of paying bills. A national 
health service such as the British system provides the treat¬ 
ment and, in so doing, employs or at least sets the working 
4 
conditions for the medical personnel. 
Britain's National Health Service is still in opera¬ 
tion but not without its problems. Britain promised free 
health service to everyone, and because no pilot studies were 
done to determine the degree of demand for services, Britain 
was caught off guard when the demand for health care greatly 
exceeded expectations. The result has been an underestimation 
of the cost of the system and inadequate resources to meet the 
3 
Harry Schwartz, "What's Right with American Medicine," 
Reader's Digest (September 1978), p. 38. 
4 
Daniel Schorr, Don't Get Sick in America (Nashville 
and London: Aurora Publishers, Inc., 1970), p. 165. 
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demand. When the National Health Service Act was introduced 
in 1946 it was estimated that it would cost $508,000,000. By 
the time the Service was inaugurated two years later, the esti¬ 
mates had risen to $832,500,000.^ 
Perhaps the best possible model for the national health 
insurance proposal is in operation and headquartered in the 
United States-the Military Health Services System (MHSS). The 
Pentagon has compared the provisions of the Civilian Health and 
Medical Program of the Uniformed Services, which is a component 
of the MHSS, to the provisions of a few national health insur¬ 
ance proposals. The Civilian Health and Medical Program of the 
Uniformed Services (CHAMPUS) is a medical benefits program 
provided by the federal government to help pay for civilian 
medical care. This program ensures that its eligible parti¬ 
cipants (active, retired and deceased military personnel and 
their spouses and children) will be afforded medical care from 
the private sector with the government picking up the tab. 
National health insurance is concerned with the providing citi¬ 
zens medical care from the private sector with the government 
paying the bills. 
This paper will explore the feasibility of CHAMPUS as 
a model for national health insurance. 
~*"Can a Nation Afford Health for All its People?" 
Ladies Home Journal (September 1950), p. 148. 
II. SETTING 
The writer completed an internship during the summer 
of 1978 in the Department of Defense, Office of the Assistant 
Secretary of Defense for Health Affairs. This office is 
charged with the mission of developing the necessary plans, 
policies, programs, and systems for the effective and effi¬ 
cient delivery of health services in the Department of De¬ 
fense. These efforts are a direct response to the mission and 
objectives of the Military Health Services System and directly 
support specific requirements of the Office of the Secretary 
of Defense. 
As an intern, the writer was assigned two projects 
during the internship. The first project was to assist in a 
statistical analysis of the Consumer Health Education Survey 
data. The Consumer Health Education Survey was sent to all 
fixed based health facilities in the military services. In 
general, the purposes of the survey were: (1) to ascertain 
the extent of the current medical identification card system; 
(2) to gather information as to the uniformity of that data 
which was being collected; (3) to identify how it was col¬ 
lected and maintained; and (4) to provide some information on 




The second project was the development of a health 
cost data report. The purposes of the report were: (1) to 
collect and analyze data on Defense Department health costs; 
(2) to promote efficiency with regards to retrieving informa¬ 
tion on health costs; (3) to identify gaps in information 
readily available within the Office of the Assistant Secretary 
of Defense (Health Affairs), on the subject of health costs; 
(4) to promote effectiveness with regards to semi-annual and/ 
or annual updates on health costs; and (5) to compare Defense 
Department health costs with that of the civilian and federal 
sectors. 
III. STATEMENT OF THE PROBLEM 
The problem addressed in this paper is twofold: (1) 
to determine the extent to which the MHS S's CHAMPUS program is 
an appropriate model for the proposed national health insur¬ 
ance; (2) to point out the implications for the proposed 
national health insurance to be derived from an examination of 
the operations of the Military Health Services System. 
The first of these tasks will be accomplished by com¬ 
paring a component of the Military Health Services System, 
CHAMPUS, with the proposed provisions of the national health 
insurance. The categories that will be examined in both 
CHAMPUS and national health insurance are coverage and costs. 
The second task will be undertaken by assessing the efficiency 
and effectiveness of the CHAMPUS component of MHSS in terms of 
costs and in terms of delivery of services. 
8 
IV. NATIONAL HEALTH INSURANCE 
The United States has never had a comprehensive na¬ 
tional plan for the payment and provision of health care, and 
current private insurance and public programs often fail to 
meet the needs of all Americans for affordable high quality 
medical care. 
There have been comprehensive health programs in the 
past that catered to certain groups to the exclusion of others. 
The Medicaid program, implemented in 1966, helped many poor 
people but there are still poor people who are excluded from 
the program. Medicare covers senior citizens to the exclusion 
of young people. Private insurance should be mentioned at 
this point because even though many people have some type of 
insurance, there are still many who do not. National health 
insurance was proposed many years ago but a specific plan has 
not as yet been adopted. 
It is obvious that something has to be done to con¬ 
tain health care costs, whether it be an overhaul of our 
present system or a national health insurance plan. The Long- 
Ribicoff plan, the Kennedy plan, and President Carter's plan 
are the major national health insurance bills presently before 
Congress. 
The Long-Ribicoff plan sponsored by Senators Russell 
9 
10 
B. Long and Abraham Ribicoff would replace Medicaid with a 
federal plan for the poor and catastrophic expenses for every¬ 
one. The details of President Carter's plan have not been 
worked out and only the broad outlines have been disclosed. 
It will ultimately be as comprehensive as Kennedy's plan, but 
each phase will require its own separate legislative action.^ 
Phase one probably will include protection against catastrophic 
illness, and will extend federally subsidized coverage for the 
poor, elderly and disabled. Kennedy's plan would provide broad 
medical and hospital coverage to all Americans. After a five 
to seven year phase-in, it would cover unlimited hospitaliza¬ 
tion, physicians' services, lab and X-ray charges, ambulance 
service as well as prescription drugs for Medicare patients 
with chronic illness.7 Patients would pay nothing out of their 
own pockets, as they now do under most existing major medical 
policies and Medicare. 
Before deciding on a preferred national health insur¬ 
ance plan several issues must be addressed. Whatever plan is 
adopted must not only address the needs of today but should 
be flexible enough to meet the demands of the future. The 
most basic issues to be concerned with are the extent of popu¬ 
lation coverage and the determination of services to be 
covered. 
6Matt Clark, "Health-Care Battle," Newsweek ( May 28 
1979), p. 33. y 
7Ibid., p. 29. 
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One of the goals of national health insurance is to 
ensure that all Americans have access to adequate medical care. 
Therefore, the issue of population coverage is a priority. 
This issue has to be addressed before any other variable of 
national health insurance is considered. There are three major 
approaches dealing with the extent of population coverage. 
One approach would be to limit population to individ¬ 
uals who have contributed to the social security system. This 
approach is articulated in the Long-Ribicoff plan. It is felt 
that people will respond better if they believed that they had 
O 
paid for their benefits through contributions. Thus, they 
would be more amenable about the higher tax rates. Another 
approach would provide coverage under employer group plans. 
Both the Carter and Kennedy plans provide for an employer group 
plan but other groups such as the unemployed and disabled will 
also be provided for. 
The last approach which addressed the question of ex¬ 
tent of population coverage is universal coverage. The major 
goals of national health insurance cannot be achieved so long 
as there are segments of the population without access to medi¬ 
cal care of adequate protection against the high cost of medi¬ 
cal care. In the opinion of the writer, universal coverage 
without regard to family composition, employability, or social 
security contribution history seems to provide the most 
8 
Karen Davis, National Health Insurance: Benefits, 
Costs, and Consequences (Washington, Eh C.: The Brookings 
Institute, 1975), p. 57. 
12 
equitable solution. The Kennedy plan and the Carter plan pro¬ 
vides for all U. S. residents. 
The other basic issue relative to coverage is the de¬ 
termination of services to be covered under such a plan. Cos¬ 
metic surgery, abortions, dental services, and maternity care 
are some of the services that have to be considered for cover¬ 
age in a national health insurance plan. Many proponents of 
national health insurance have voiced their opinion as to what 
services should be covered. In table 2, the services to be 
provided under the three major national health insurance pro¬ 
posals are illustrated. 
Health care costs have been soaring wildly. Since 
1950, total yearly expenditures for health have risen from $12 
billion to $182.2 billion in 1978.^ Similarly, hospital costs, 
rose from $3.7 billion in 1950 to $65.5 billion in 1977, and 
a day's stay in a hospital now averages $203, not including 
doctor fees.^0 The nation's total medical care bill now 
accounts for nearly 10 percent of the gross national product. 
The federal government has not demonstrated much skill 
in controlling costs in its own health care programs. Both 
Medicare and Medicaid have far exceeded their original cost 
estimates. Since 1967, Medicare expenditures rose from $3 
billion to just over $24 billion, a 765 percent increase. ^ 
9 
Matt Clerk, "Health-Care Battle," Newsweek (May 28, 
1979), p. 34. 
■^Ibid. , p. 34. 
"'‘■''Eric Oatman, ed. Medical Care in the United States 
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TABLE 2 
SERVICES COVERED BY THREE MAJOR 
NATIONAL HEALTH INSURANCES 
Name of Plan What it Means Who Pays 
Kennedy Plan Full coverage for all U.S. residents -40% from 
for hospital, physician and lab bills. general tax 
Limited coverage of drug and nursing 
home costs. 
revenues 
Physician and hospital fees set by nego- -60% from 
tiation at state level. Medicare expanded employee 
to include all people over 65 and many 
disabled under 65. 
Employers required to buy insurance for 
employees from private carriers. 
Employees would pay up to 35 percent of 
premiums, employers the rest. 
The unemployed would be covered by funds 
from a pool of employer-employee premiums. 
premiums 
Carter Plan Coverage for all citizens against -Federal 
catastrophic medical expenses, government 
probably when they exceed $2,000 per would provide 
family per year. bulk of new 
Medicaid and Medicare would be expanded 
and reformed. 
funds. 
Cash incentives to encourage people to -Employers 
join health maintenance organization. would be 
Pilot program in preventive care required to 






Long-Ribicoff Catastrophic expenses for everyone. 
Plan Replaces Medicaid. -1% payroll 




pays for the 
poor. 
14 
Outlays for Medicaid skyrocketed by nearly 80 percent-from 
$2.2 billion to just over $18 billion last year. With such 
a record, there is probably much concern as to whether or not 
the U.S. can afford a national health plan that would expand 
the federal role even further. 
Predicting the cost of any national health insurance 
plan is problematic at best. Accurate estimates require pre¬ 
diction of the number of persons to be covered, the quality 
of various medical services demanded and received, and many 
other factors. Miscalculations on any of these dimensions 
can lead to serious underestimates or overestimates of costs. 
Last year government expenditures for health care was 
1 O 
estimated to be in excess of $57 billion. A national health 
insurance program would cost the government an additional $14 
billion to $138 billion annually (depending on the type of 
plan) by 1982.^ Table 3 illustrates the cost of the three 
major national health insurance plans. 
Some controversy centers around the plans proposed by 
Senator Edward Kennedy and President Carter. Kennedy's plan 
would cost the government an additional $28.6 billion and $11.4 
billion in private funds.in 1983. Carter's plan would be phased 
(New York: The H. W. Wilson Company, 1978), p. 86. 
l^ibid. 
13 
John Finneran, A Review of Civilian Health and Medi¬ 
cal Program of the Uniformed Services (CHAMPUS). Office of the 
Assistant Secretary of Defense (Health Affairs ; June 1978), 
p. 27. 
■^Karen Davis, National Health Insurance: Benefits, 
Costs and Consequences (Washington, D. C.: The Brookings 
Institute, 1975), p. 53. 
15 
in more gradually and would add $15 billion to $20 billion to 
federal expenditures in its first step. Both plans would use 
private insurance firms to finance health care, with the pre¬ 
miums coming mostly from employers and employees. Under the 
Kennedy plan premiums would be based on income, reaching a 
maximum of about $800 a year for a single person and $1,950 
for a family of four.^ The federal government would pay 
premiums for the disabled such as recipients of Supplemental 
Security Income, and the states would pay for welfare recip¬ 
ients of Aid to Families with Dependent Children, thus re- 
16 
placing the present Medicaid. Both plans include steps to 
control costs, both stress preventive medicine, and both would 
expand coverage to the poor. But the Kennedy plan is compre¬ 
hensive providing full coverage for everyone, whereas, the 
first phase of the Carter plan is "catastrophic" covering a 
family's costs only above $2,500 a year. 
The Long-Ribicoff plan which would cost the government 
an additional $5 billion to $7 billion a year. The plan would 
be financed by a 1 percent payroll tax on employers, with the 
federal government picking up the tab for the poor. 
Under the catastrophic portion of the Long-Ribicoff 
plan, all medical services currently provided by Medicare 
would be covered, but payments would be made only after siz¬ 
able deductibles have been incurred. Hospital benefits would 
^Matt Clerk, "Health-Care Battle," Newsweek (May 28, 





COSTS OF THREE MAJOR NATIONAL HEALTH 
INSURANCE PLANS 
Name of Plan Cost Coverage of Population 
Kennedy Plan $28.6 Billion 
(federal funds) 
All U.S. residents 
$11.4 Billion 
(private funds) 
Carter Plan $15 to $20 billion All U.S. residents 
Long-Ribicoff 
Plan 
$5 to $7 billion Persons of all ages 
covered by or receiving 
benefits under social 
security 
(1) Health care costs (1978) - $182 billion 
(2) Federal Health Expenditures 
(1978)-$51 billion 
A. Medicaid (1978)-$18 billion 
B. Medicare (1978)-$24 billion 
not begin until after sixty days of hospitalization, and then 
the plan would pick up approximately 75 percent of costs. 
Coverage of physicians' bills and other medical services 
would begin only after an annual deductible of $2,000 and 
individuals would pay coinsurance of 20 percent on expenses 
above $2,000. Under the low-income portion of this plan 
patients would make only minimal contributions. 
No one can predict which, if any, of the present plans 
for national health insurance will be adopted or when. But 
it is apparent that the United States needs a comprehensive 
national health program soon, in order to contain the cost of 
17 
health care and to ensure every American access to quality 
medical care without financial hardship. 
V. MILITARY HEALTH SERVICES SYSTEM 
The Department of Defense (DOD) operates the largest 
system of socialized medicine in the United States, the 
Military Health Services System (MHSS). The Military Health 
Services System is comprised of medical resources of the Army, 
Navy, and Air Force. Over nine million eligible beneficiaries 
are entitled to MHSS health care services by law; these bene¬ 
ficiaries include (1) active duty servicemen, (2) their de¬ 
pendents, (3) retired military members, (4) their dependents, 
and (5) survivors of both active duty and retired members. 
The worldwide system has 190 hsopitals and over 120 free stand¬ 
ing clinics providing direct care, with payment for supplemen¬ 
tary civilian care made through Civilian Health and Medical 
Program of the Uniformed Services (CHAMPUS). 
CHAMPUS is a medical benefits program provided by the 
federal government to help pay for civilian medical care ren¬ 
dered to spouses and children of active duty uniformed ser¬ 
vices personnel, to retired uniformed services personnel and 
to their spouses and children, and to spouses and children of 
deceased active duty and deceased retired personnel. 
During the Korean War overcrowded DOD direct care 
facilities and the remote locations of some DOD bases left an 
estimated 40 percent of the dependents of active duty personnel 
without access to care that had often been provided in DOD 
18 
19 
direct care facilities.^ As a result, in 1953 the Depart¬ 
ment of Defense formed a Citizens Advisory Commission on 
Medical Care of Dependents. This commission recommended that 
a series of services be provided to dependents of active per¬ 
sonnel. Recognizing that direct care facilities could not 
provide all of the services recommended, it proposed that a 
supplemental program of medical care in civilian facilities 
be arranged. 
On December 7, 1956, the 84th Congress enacted the 
Dependents Medical Care Act which authorized the government 
to share the cost of limited medical care received from civil¬ 
ian sources by spouses and children of active duty service- 
members . ^ 
In 1966, the original law was amended to extend bene¬ 
fits to retired servicemembers, spouses and children of re¬ 
tired servicemembers, surviving spouses and children of de¬ 
ceased active duty servicemembers, and surviving spouses and 
19 children of deceased retired servicemembers. 
All inpatient care is covered under the CHAMPUS pro¬ 
gram including treatment of medical and surgical conditions 
(chronic or acute), nervous, mental and emotional disorders, 
contagious diseases and maternity and infant care. All 
physician services and services ordered by a physician 
^The Military Health Care Study, Department of 
Defense, 1975, p. 712. 
1 P 
"The New Look of CHAMPUS," Commanders Digest, vol. 
20, No. 11, May 26, 1977, p. 3. 
19 Ibid. 
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including a private bed, all diagnostic tests, anesthetics, 
oxygen, blood therapy and the services of other professional 
personnel are covered. So too are transplants and certain 
plastic surgeries. 
Outpatient care covered includes all physician ser¬ 
vices for medical and surgical conditions, nervous, mental, 
and emotional disorders, and prenatal and postnatal care. 
CHAMPUS pays for home calls. Family planning services, inter 
uterine devices and marriage counseling are approved benefits 
Dental benefits are available only as an adjunct to medical 
care or as a part of the handicapped program. CHAMPUS pays 
for all prescription drugs or allergy extracts if they are 
indicated as a specific or effective treatment of the parti¬ 
cular condition for which administered. Severely and moder¬ 
ately retarded or handicapped dependents of active duty per¬ 
sonnel are covered under CHAMPUS Handicapped Program. 
In 1975 the cost of the Military Health Services 
System was $2 billion; the cost of CHAMPUS was $560 mil- 
20 lion. The number of eligible CHAMPUS beneficiaries in 
1975 was 7,700,000, which is approximately $800 per user. For 
most medical care obtained from civilian sources, CHAMPUS 
requires that the beneficiary pay part of the expenses 
through deductibles and costsharing. 
A CHAMPUS beneficiary is responsible for the first 
$50 of CHAMPUS determined reasonable costs/charges for 
20 
The Military Health Care Study, Department of 
Defense, 1975, p7 716. 
21 
covered outpatient services during a fiscal year. The total 
outpatient deductible amount for two or more beneficiary mem¬ 
bers of the same family who submit claims during the same 
fiscal year is $100. In addition to the deductible, all 
beneficiaries must pay a portion of the remaining covered out¬ 
patient expenses for medical care received from civilian 
sources. The part of the balance a beneficiary must pay is 
different for active duty spouses and children than other bene¬ 
ficiaries . 
CHAMPUS pays 80 percent of the CHAMPUS-determined 
reasonable charge for covered services and supplies received 
by spouses and children of active duty members after the 
deductible has been met. These beneficiaries are responsible 
for the remaining 20 percent. They are also responsible for 
any difference between the CHAMPUS-determined reasonable charge 
if a nonparticipating provider is used. A nonparticipating 
provider is an institution or an individual or another pro¬ 
vider that does not indicate participation on the CHAMPUS 
claim forms, therefore, does not agree to accept the CHAMPUS- 
21 
determined reasonable cost/charge as the total cost/charge. 
After the deductible has been satisfied, CHAMPUS pays 
75 percent of the CHAMPUS-determined reasonable charge for 
covered services and supplies received by retirees, spouses 
and children of retirees, spouses and children of deceased 
active duty members and spouses and children of deceased 
21CHAMPUS Handbook 0CHAMPUS, Denver, Colorado, 1978- 
1979, p. 47. 
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retirees. These beneficiaries are responsible for the re¬ 
maining 25 percent. They are also responsible for any dif¬ 
ference between the CHAMPUS-determined reasonable charge and 
the actual charge if a nonparticipating provider is used. 
There is a cost share (copayment) amount each time an 
eligible spouse or child of an active duty member is- admitted 
to a civilian hospital or other authorized institution. That 
amount is $25 or the total amount that would have been charged 
if the admission had been to a uniformed services medical 
facility, whichever is greater. 
For retirees, spouses and children of retirees, spouses 
and children of deceased active duty members, and spouses and 
children of deceased retirees, the cost share (copayment) is 
25 percent of the reasonable cost/charge for covered medical 
care incurred during each confinement in a civilian hospital 
or other authorized institution. 
Although CHAMPUS is not a health insurance program,it 
is similar to health insurance provided by private employers 
to their employees; CHAMPUS beneficiaries are required to pay 
part of the medical expenses through deductibles and cost¬ 
sharing . 
VI. ANALYSIS OF CHAMPUS-IT'S IMPLICATIONS FOR 
NATIONAL HEALTH INSURANCE 
The following analysis of the CHAMPUS program is 
designed to identify strengths and weaknesses associated with 
the delivery of health care services through the CHAMPUS pro¬ 
gram. This analysis should be of particular interest to pro¬ 
ponents of national health insurance schemes in that it high¬ 
lights some of the pitfalls encountered as well as the major 
achievements of an existing health care delivery system in 
this country. 
An analysis of CHAMPUS revealed four principal weak¬ 
nesses: 1) the lack of a clearly defined benefits package; 
2) the overcompensation of institutional providers for ser¬ 
vices rendered; 3) a failure to adequately control drug reim¬ 
bursements; and 4) no claims appeals procedure. 
Prior to 1977, any procedure which was considered 
good medical practice qualified as a benefit under CHAMPUS. 
This resulted in benefits varying from state to state depend¬ 
ing on the interpretation the CHAMPUS contractor places on 
CHAMPUS instructions, on whether or not the state medical 
society considered the procedure in question to be good medi¬ 
cal practice, and on the law of the state in question. The 
lack of a clearly defined benefit package made it difficult 
for the government to deny a benefit to CHAMPUS beneficiaries 
23 
24 
as well as for CHAMPUS beneficiaries to know the limits of 
their entitlement. 
In response to the problems related to lack of a 
clearly defined benefits package, the Assistant Secretary of 
Defense awarded a contract to develop a revised CHAMPUS regu¬ 
lation which will define in more detail allowable CHAMPUS bene¬ 
fits. The CHAMPUS regulation was published in the Federal 
?? 
Register on April 4, 1977. The CHAMPUS handbook which is 
based on this regulation and is for use by CHAMPUS benefi¬ 
ciaries, summarized who is eligible for benefits, what the 
benefits are, the extent of benefits, circumstances under 
which benefits are available and how to claim benefits. 
Proponents of national health insurance should be 
aware that unless benefits are specifically defined, there 
could possibly be misunderstanding and misinterpretation of 
what is covered, leading to excessive cost. A national health 
insurance plan should be clear with regards to benefit cover¬ 
age so there will be no confusion among beneficiaries, the 
states, the medical societies or legislators as to what is 
covered. 
A second deficiency of the CHAMPUS program was over¬ 
compensating institutional providers for services rendered. 
An institutional provider is an institution authorized by 
CHAMPUS to furnish services or supplies to a beneficiary. 
Because it attempted to pay those providers the most 
"''Ibid. , p. 1. 
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favorable rate available to the contractor in his private 
business, CHAMPUS was overcompensating. In fact, CHAMPUS did 
not have a CHAMPUS-determined reasonable cost/charge agreement 
with providers. In such an agreement the provider agrees to 
accept the CHAMPUS-determined reasonable cost/charge even 
though the actual billed amount may be higher. CHAMPUS bene¬ 
ficiaries are now required to use only hospitals which have a 
reasonable cost agreement with CHAMPUS. 
A third weakness in the CHAMPUS program was its failure 
to adequately control its drug reimbursement program. CHAMPUS 
provides pharmaceutical benefits to patients eligible for the 
program. When these benefits are provided on an inpatient 
basis, the bills submitted are easy to process. In the case 
of inpatients, there is little chance for drug abuse on the 
part of the beneficiary. However, in the past, the method used 
for outpatient drug claim payments did not guard against drug 
abuse nor did it make claims processing easy. CHAMPUS did not 
demand sufficient information from outpatient drug users to 
prevent drug abuse or fraud in the submission of claims for 
reimbursement. Beneficiaries billing CHAMPUS for reimbursement 
for outpatient drug claims needed only provide the name and 
address of the pharmacy, name of patient, prescription number, 
date filled and prescription charge. They were not required 
to submit the name of the drug, its quantity, the name of the 
doctor prescribing the drug, a copy of the prescription or the 
diagnosis for which the drug was administered. They were not 
required to submit receipts for drug payments unless 
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specifically requested to do so. 
The problems regarding outpatient drug abuse and fraud 
have been corrected. Claims for prescription drugs and medi¬ 
cine now must include: the name of the drug or medicine; the 
strength of the drug or medicine; the name and address of the 
pharmacy where the drug or medicine was purchased; the name of 
the physician who prescribed the drug or medicine; and the pre¬ 
scription number of the drug or medicine for which the claim 
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is submitted. 
Finally, CHAMPUS operated without a claims appeals pro¬ 
cedure. The lack of a formal appeals procedure including a 
formal hearing has presented some problems for the program in 
the past. At the present, a beneficiary now has the right to 
appeal an adverse decision made by either a CHAMPUS contractor 
or by the Office of Civilian Health and Medical Program of the 
Uniformed Services. 
The 1977 CHAMPUS regulation was an attempt to correct 
the aforementioned weaknesses. It is still too early to evalu¬ 
ate the impact of the corrective measures but it is evident that 
CHAMPUS has moved aggressively against the major weaknesses 
of its program. 
The principal strength of the CHAMPUS program is that 
it is an existing health care delivery system which offers a 
broad range of comprehensive medical and health care services 
to its subscribers. Since this is the ultimate aim of the 
^"The Mew Look of CHAMPUS," Commanders Digest, vol. 
20, no. 11, May 26, 1977, p. 11. 
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national health insurance plans, the operations of CHAMPUS 
demonstrates that such a scheme is feasible and can be imple¬ 
mented, at least on a small scale, with significant benefits 
for those covered by the plan. 
Furthermore, CHAMPUS has been able to provide compre¬ 
hensive medical and health care services to its subscribers at 
minimal costs to the beneficiaries. The cost-sharing features 
built into the CHAMPUS program facilitates the maintenance of 
a wide range of available services without overtaxing those 
who are potential users of the services. 
In an economic climate such as that of the contemporary 
United States, characterized by product shortages and mounting 
inflation, any proposed federal legislation must be viewed with 
an eye toward its impact on the U.S. Treasury. CHAMPUS demon¬ 
strates that a program providing the comprehensive services 
to its users can nevertheless be organized in such a fashion 
that the benefits derived more than justify the expenses in¬ 
curred . 
VII. CONCLUSIONS AND RECOMMENDATIONS 
The national health insurance plans that have been in¬ 
troduced in Congress share a commonality of goals. They try 
to: 1) ensure that all persons have financial access to medi¬ 
cal care; 2) eliminate the financial hardship of medical 
2 4 bills; and 3) limit the rise in health care costs. In spite 
of this uniformity of goals, there is a wide variety of ap¬ 
proaches from which to choose in order to achieve these goals. 
There is considerable debate among federal officials 
and policy-makers as to the feasibility and desirability of 
the various proposed national health insurance plans. There 
is virtual consensus about the need to provide adequate medi¬ 
cal and health care to Americans at a reasonable cost, how¬ 
ever, there is much divergence of opinion on whether the pro¬ 
posed plans would accomplish this goal. 
CHAMPUS demonstrates that the goal of providing com¬ 
prehensive health care at reasonable cost is indeed attain¬ 
able. Consequently, with proper attention to the lessons 
learned from the CHAMPUS experience, proponents of national 
health insurance should be on firm ground as they move to 
implement comprehensive health care coverage in this country. 
9 / 
Karen Davis, National Health Insurance: Benefits, 
Costs, and Consequences (Washington, D"! C. : The Brookings 
Institute, 1975), p. 2T 
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In particular, proponents of national health insurance 
should be mindful of the following recommendations: 
1) A national health insurance plan should have 
a clearly defined benefits package. It should 
summarize who is eligible for services, what 
services are covered, and circumstances under 
which services are available 
2) A national health insurance plan should have 
a reasonable cost/charge agreement with 
providers of medical services 
3) A national health insurance plan should provide 
a broad range of medical services 
4) A national health insurance plan should provide 
a special plan for low income persons to contri¬ 
bute minimum payment for services 
5) A national health insurance plan should have a 
claims appeals procedure. 
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